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EXECUTIVE SUMMARY

The average duration of insured unemployment has remained high since the end of the most
recent recession, despite lower unemployment rates generdly. Overdl, the estimates presented in this
report suggest that average durations increased by between 1.1 and 1.4 weeks in the post-1992 period
relaive to what might have been predicted based on historical data. This figure represents
gpproximately a nine percent increase in the average duration for which unemployment insurance (Ul)
benefits are paid.

Increased average Ul durations may be of concern to policymakers, for severa reasons.
To the extent that they represent increasing labor market difficulties that specific types of workers are
facing, increasing average durations may suggest the need for new labor market initiatives to help those
workersfind new jobs. The increases may aso reflect hardships that certain categories of unemployed
workers are facing, even in the current “full-employment” economy. Policymakers may wish to
congder waysin which Ul palicy (or, possibly, other income maintenance policy) might be adjusted to
meet these needs. Finally, because increases in average Ul durationsimply increased aggregete levels
of benefit payment under the program, these findings may raise concern about the adequacy of current
Ul trust fund levels. The present report, however, focuses primarily on identifying the reasons that
average Ul durations have increased relaive to historica norms without explicitly addressing these
larger policy concerns.

The review of the literature on Ul durations presented in this report suggests severd
potentia reasons for the recent increases, including (1) changesin Ul lawsthat affect duration, (2)
changes in the geographic distribution of claimants among the states, and (3) changes in the compodtion
of the unemployed population that tend to favor longer durations. To assess the relative importance of
these effects, the report contains a detailed analysis of aggregate data at both the nationd and state
levels. It dso includes an examination of clamant-level data, from four Sates, that seek to identify
possible effects that may have been obscured in the aggregate statistics. The genera conclusion of the
andyssisthat mogt of theincrease in average Ul durations is coming from the labor market itsdf (most
notably from the increased average length of workers' unemployment spells), not from changesin Ul
policy. Specificaly, the andys's presented here concludes that:

C Several factorsrelated to the labor market appear to be the most likely
explanations for the observed increase in average Ul durations:

- Recent trends in the average duration of unemployment play an
important role in explaining why average Ul durations are higher than
might have been expected. As measured by the total unemployment
rate, labor markets appeared to be quite hedlthy in the post-1992
period. However, the lengths of unemployment spells were longer
than have usudly been associated with such low unemployment rates;
these longer lengths explain alarge portion of the increase in average
Ul duration compared to historical patterns.
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- Increases in the fraction of clamantsin demographic groupswho are
likely to experience long unemployment spells (older workers, females,
African Americans) have played an important role in lengthening
average Ul durdions. Thistrend is especidly visblein the daimant-
level data.

- Changesin the industrial composition of the labor force, most notably
the decline in manufacturing jobs, dso seem to have played an
important role in increasing average Ul durations. This effect
probably arises because manufacturing unemployment itsdf is usudly
associated with higher recal probabilities and shorter associated spells
of compensated unemployment than other types of layoffs.

C Several other factors do not appear to explain increasesin average Ul
durations:

- The aggregate analys's concludes that changes in weekly benefit
amounts or in average potentia durations at the Sate level cannot
explain the increase in average Ul durations rdative to historical
patterns.

- Changing rates of Ul recipiency (as measured by theratio of the
insured to the total unemployment rate) do not explain increasing
average Ul durations. Indeed, the estimates reported here suggest
that average Ul durations should have decreased in response to recent
declinesin the average rate of Ul recipiency.

- Changesin the relative share of Ul casdloads among the states do not
explain recent increases in average Ul durations relative to historical
experience.

In addition (athough examining other sources of income for clamants households was not
an explicit focus of this report), the literature review suggests that Ul claimants do not easily increase
other family income rapidly in response to unemployment. Only small percentages of clamants collect
other government transfers during Ul benefit receipt, and there is no evidence that spouses
employment rates or earnings increased &fter the claimants became unemployed. Therefore, Ul
benefits are amagjor source of short-term income support for workers who collect them.
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. INTRODUCTION AND BACKGROUND

The average duration of insured unemployment has remained higher in recent years than
would be expected on the basis of hitorical data, despite low unemployment rates generally. For
example, the 1997 nationd figure for average duration exceeded 14 weeks, about the level of the late
1980s, when unemployment rates were higher. The 1997 figure aso exceeds by one to two weeks the
figures recorded in the early 1970s, when unemployment rates were below five percent. Some portion
of this higher average unemployment insurance (Ul) duration may be explained by festures unique to the
recession of the early 1990s and the subsequent recovery, but other forces may be operating aswell.
Generdly, an investigation of Ul durations may shed light on the sources of this trend, such as changes

in rates of permanent job loss, changesin Ul laws, or other sources.

The implications of an increase (compared to historicd standards) in the average Ul
duration for individuas, the Ul system, and the economy differ, depending on the reason for the
increase. For example, if the increase occurs because of changesin Ul laws, it may be that
unemployed workers face greater disincentives to reemployment; unemployed workers, however, may
have greater ability to develop skills or search for jobs that use ther skills more efficiently Snce more
generous Ul benefits may cushion the financid strain caused by unemployment.  Policymakers would

need to decide whether having more generous Ul laws is an gppropriate allocation of resources. If, on



the other hand, the increase in average Ul duration is because of a change in the distribution of
clamants across states, then it may be that no policy change is necessary, since, within certain

guiddines established a the federd levd, states control the characteristics of their own Ul programs.

Alternatively, the increase in average Ul durations compared to historica expectations may
be attributable to structural changesin the labor market. If the fraction of al unemployed workers who
are permanently separated from their former employersincreases, average unemployment duration
would be expected to increase. Other changes in clamants demographic or economic characteristics,
such as changesin the industrid or occupationd composition of claimants, could aso affect Ul
durations. If labor market changes are the cause, policymakers may want to consider changing the type
of services available to unemployed workers to respond to a greater need for retraining and increased

difficulty finding jobs

Regardless of the reason, if the average Ul duration isincreasing compared to what would
be expected, this pattern has implications for the Ul system. Totd dollars paid in benefits is the number
of first payments times the average weekly benefit amount (WBA) timesthe average Ul duration. For
agiven number of first payments and an average WBA, an increase in the average Ul duration will
cause a short-term decline in Ul trust fund reserves; therefore, Ul tax rates must increase in response to
the increase in benefits paid out. The Ul system, however, may be able to play arole addressng any
recent changes in clamants  needs, and thus in reducing Ul durations, through the profiling system

implemented.



A dedire to quantify the magnitude and source of the change in Ul durations, and to
understand the policy implications, motivates this research project. This chapter of the report provides
the research context for this study, specificdly the literature relevant to understanding average Ul
durations. The second chapter contains an andysis of the annua pattern of average Ul durations over
time, both at the nationd level and across dates. Thethird chapter contains an andysis of clamant-
level datato assess the importance of changesin characteristics between the late 1980s and the mid-

1990s. Thefind chapter discusses the policy implications of the findings.

A.LITERATURE RELATED TO Ul DURATIONS

Much research has noted recent increases in average unemployment and Ul durations
compared to what would be expected based on historical experience (see, for example, Loungani and
Trehan 1997; McMurrer and Chasanov 1995; and Baumol and Wolff 1998). This research has been
based on individua-level data on unemployment spells or weeks of Ul benefits collected. However, no
known research examines the recent pattern of aggregate Ul durations, constructed (using Ul
adminigtrative data provided by the states to the U.S. Department of Labor) as the number of weeks of
Ul collected in atime period divided by number of first paymentsin that time period. Therefore,
athough the satigtical properties of measures of duration congtructed from individua-level data and
from aggregate data may differ, research on the modding, estimating, and interpreting of the
determinants of individuals' durations of unemployment must be used as a guide for interpreting
changesin aggregate Ul durations. Thisindividua-level research focus makes sense since the
underpinnings of observed aggregate durations are individuas behaviord responsesto job loss. Only
through understanding of individua behavior can appropriate policy responses--for theindividua and
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for the economy--be designed. Therefore, in this literature review, the theoretica and empirical
research on individuad behavior and any factors that may affect the ability to draw inferences about

individua behavior from aggregate measures of Ul duration are discussed.

1. FactorsInfluencing Ul Durations

The discussion of the literature rdated to Ul durations begins with an overview of the
theory of individua job search and unemployment duration and the empirica findings on the
characterigtics that influence unemployment durations. Next, the rdationship between the Ul system

and unemployment is discussed.

a. Modd of an Individual’s Time to Reemployment

Standard models of job search assume that unemployed workers conduct their job search
to maximize ther lifetime expected wdl-being (usudly caled “ utility”), which is a postive function of
income and a negative function of time spent working (Burdett 1979; and Mortensen 1977).t Ina
ample verson of the modd, workers know the distribution of wages being offered by firms, but they do
not know the wage offered by each company until they contact that company. Although job search

models may be mathematicaly complex, they imply asmple rule for which job offer aworker should

!Andternativemode of the determinants of unemployment duration explicitly consdersthetrade-offs
between labor market and leisure by constructing a budget condraint so that utility is maximized (see, for
example, Moffitt and Nicholson 1982; and Decker 1997). Changesin Ul program parameters or other
factorsaffecting expected income or the va ue of |elsure change the shape of the budget congtraint and may,

in turn, change the duration of unemployment.



accept: & any point in time, accept the firgt offer of awage higher than some minimum acceptable

wage, caled the “reservation wage.”

The reservation wage for each worker in each time period is the wage for which the
expected lifetime stream of utility from accepting ajob is equd to the expected lifetime stream of utility
from remaining unemployed. Asapracticd matter, the reservation wage is usudly afunction of an
individua’ s economic and demographic characteristics, such as education level, work experience, and
other family income. In more complex versons of the mode, the effects of characteristics may vary
over time, and the reservation wage may vary over the worker’s unemployment spell.? For example, a
worker may update the expectations about the distribution of wages available, or he or she may be
more willing to take alower wage as savings are depleted. Severad demographic and economic
characteristics have congstently been associated with the duration of unemployment: these include recal
datus, unionization, indugtry, other income in household, sex, maritd satus, avalability and
characterigtics of Ul benefits, and economic conditions (see, for example, Corson and Dynarski 1990;

and Corson et al. 1999).3* Whether an individua expects to be recalled to his or her former employer

2Several other model extensions have been devel oped, such asby Mortensen (1977), who dlowsfor
the possibility of layoffsin subsequent jobs, and Rogers (1998), who dlows for clamants to update their

expectations of Ul entitlements because of possible benefit extensions.
3The effects of the Ul program and the business cycle on unemployment durations are discussed in

more detail in subsequent sections.

“Another way to examine the factors influencing the time to reemployment is to look at the factors
(continued...)



isone of the most important characteristics predictive of the length of the unemployment spell. In
adapting the standard job search modd, Katz (1986) and others have alowed workers to have the
possihility of recdl from their previous employer. Using Pand Study of Income Dynamics (PSID) deta,
he finds that the likelihood of finding a new job decreases as the perceived probability of recall
increases. Workers with a stronger job attachment are more likely to leave unemployment quickly (by
returning to their former employers) than are unemployed workers who are not job-attached (and must
search for new jobs to exit unemployment) (see, for example, Brewster et d. 1978; Corson et d. 1977,
and Corson and Dynarski 1990).°

Other demographic and economic characteristics, as well as characteristics of the prior
job, have been found to be associated with the length of the unemployment spdll (see, for example,
Corson et d. 1999). Having lower education is associated with alonger time to reemployment,
because of the worker’ s having fewer work-related skills. Being amarried femae is associated with a
longer time to reemployment, probably because of a higher premium on nonemployment activities or

larger sources of outside income. Being African American and older is also associated with alonger

4(...continued)
influencing the rate a which individuas leave unemployment, often caled the “hazard rate€’ or “exit rate,”

and how the exit rate changes as the time unemployed increases. However, this approach is Smply a

transformation of the approach that looks at time to reemployment.

°*Katz and Meyer (1990) aso point out that the rate at which workers find new jobs over time may
appear to increase in the aggregate if factors that raise the recdl rate lower the rate of finding new jobs.
That is, asworkerswho arerecalled |eave unempl oyment, those remaining unemployed may bemorelikely

to find new jobs than the group who were expecting recall.
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time to reemployment, while having a prior job in manufacturing and being unionized are typicaly
associated with a shorter time to reemployment. Higher unemployment rates are adso associated with
lower exit rates from unemployment and longer times to reemployment for individuas, presumably
because fewer jobs are available (see, for example, Dynarski and Sheffrin 1990; and Katz and Meyer

1990).

b. The Relationship Between the Ul System and Unemployment

Theoretica models focus on unemployment duration and not Ul duration per se. Standard
theory predictsthat Ul program parameters, such as the WBA and potentid benefits duration, affect
unemployment. Hence, measures such as the replacement rate (the WBA divided by some measure of
prior or average earnings) are included as explanatory variables when researcherstry to identify the

determinants of individuas unemployment durations.

Effects of the Potential Ul Duration on Unemployment Dur ation.

One of the key research questions pertaining to the Ul system is. “How many weeks does extra
potentia Ul duration add to the time to reemployment?’ Thisresearch isimportant for understanding
not only the disincentive effects of the regular Ul system, but aso the disincentive effects of benefits
made available through the permanent extended benefits (EB) programs or emergency benefits
programs such as Federd Supplemental Compensation (FSC), Federa Supplemental Benefits (FSB),
and, most recently, Emergency Unemployment Compensation (EUC). The potentid delaysin

reemployment (or increasesin the total number of weeks of Ul benefits collected) associated with



providing extraweeks of benefits must be counterba anced with potential advantages, such asthe
provison of extraincome asworkers families face reductionsin their earnings and of extra time so that
workers may conduct a more thorough job search or participate in skills-developing activities, such as
traning. Nevertheless, numerous attempts have been made to quantify the disincentive effects

associated with the provision of Ul benefits.

In their recent reviews of the literature on Ul program disincentives, both Woodbury and
Rubin (1997) and Decker (1997) conclude that estimates of the disincentive effects of extra Ul benefits
vary widely. By considering the econometric methods and the data sources used, Woodbury and
Rubin conclude that the mogt reliable estimate of how much an extraweek of benefits increases the

expected duration of unemployment is 0.2 week or less® Woodbury and Rubin, aswell as Decker,

*The sample over which estimates (of Ul program disincentive effects) are caculated may be
important. Levine (1993) has andyzed how Ul program disincentive effects may affect the unemployment
durations of workers who do not receive Ul. By potentidly reducing the work search efforts of Ul
recipients, nonrecipientsmay findjobsmorequickly. Levine (1993) calculatesthat increasesin Ul program
generosity (specificdly, through increasing the wage replacement rate) may, on net, decrease the
unemployment rate because of shorter unemployment spellsby nonrecipients. In addition, the Ul program
may affect trangtions into and out of the labor force. Severa reemployment bonus demondtrations
explored whether lump-sum benefitsto workerswho become reemployed quickly would reducetheir time
to reemployment and the cost to the Ul trust funds (Spiegelman and Woodbury 1987; and Decker and

O'Leary 1995). The bonuses weakened the approximately linear relationship between weeks of Ul
(continued...)



emphasize that different workers may respond differently to the availability of extra benefits. For
example, workers who expect recal may not delay their time to reemployment when extra benefits are
available, whereas workers who are permanently separated from an employer may delay finding anew

job (Corson and Dynarski 1990).

Woodbury and Rubin aso point out that most of the research uses Ul spdlls (rather than
unemployment spdlls) to estimate Ul disncentives, dthough this measure is an imperfect subgtitute for
the actud duration of unemployment, because individuas' length of time unemployed after receiving
thar last Ul check may vary condderably. Once again, it is noted that Ul duration istypicaly used in
research as a proxy for unemployment duration, and there has been little focus elther on examining how

Ul duration differs from unemployment duration or on analyzing the unique properties of Ul duration.

Modeling an Individual’s Ul Duration.
A smple theoreticd mode of the observed Ul duration for an individua can define Ul duration asthe

minimum of the duration of the unemployment spell and the duration of potentid Ul benfit receipt.” If

8(...continued)
collected and total benefits collected. However, the results of the most recent demonstrations were

discouraging, in that reemployment bonuses are unlikely to generate net savingsto the Ul system, so it is

unlikely that this type of incentive scheme will be used in the future to reduce average Ul durations.

"The potentia duration of benefits is defined as the entitlement divided by the WBA, conditiona on
being determined digible. If anindividud who would be entitled to Ul benefitsif he or she gpplied chooses

not to file for them, then the potentia duration is zero.
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aclamant becomes reemployed before exhaugting his or her Ul entitlement, then that claimant will
receive benefits only for the weeks prior to reemployment. In contrast, if a clamant takesamuch
longer time to become reemployed, then the number of weeks of benefits that claimant receivesis
congtrained by his or her maximum potentia duration of benefits® Duration of the unemployment spell
isafunction of the availability and potentid duration of Ul benefit receipt (because of the disncentive
effects discussed earlier) and other claimant characteristics, such asrecal status, occupation, and
industry (and others discussed above). Potentia Ul duration in turn isafunction of the clamant’s base
period earnings (the leve of earnings--which presumably depend on the claimant’ s characteristics and,
possibly, the distribution of earnings across quarters) and state-specific Ul program parameters

(Woodbury and Rubin 1997).

8By design, Ul daimantswho are unemployed for along time collect more benefitsthan dlaimantswho
are unemployed a shorter period of time. Asdiscussed earlier, the availability of benefits may encourage
clamants to remain unemployed until the time they exhaust benefits. In an attempt to weaken the Ul
disncentive effects, severd reemployment bonus demongtrations explored whether lump-sum benefits to
workers who become reemployed quickly would reduce their time to reemployment and the cogt to the
Ul trust funds (Spiegelman and Woodbury 1987; and Decker and O'Leary 1995). The bonuses
weakened theapproximately linear rel ationship between weeks of Ul collected and total benefits collected.
However, the results of the most recent demondirations were discouraging, in that reemployment bonuses
are unlikely to generate net savingsto the Ul systems, soit isunlikely that thistype of incentive schemewill

be used in the future to reduce average Ul durations.
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Additional complexities can be added to this smple theoreticd model, which assumes that
the claimant recelves weekly benefits without interruption. For example, the modd can be expanded to
incorporate the effects of disqudifications for failure to meet the work search requirements or to
participate in other mandatory activities, the effects of awaiting week, the possibility that claimants may
not receive their full WBA each week because of earnings, temporary withdrawa from the labor force,

or the possibility of more than one unemployment spell during a benefit year.®

Researchers have made some attempits to address these complexities. Swaim and
Podgursky (1992), Portuga and Addison (1990), and Addison and Portuga (1987 and 1992) note
that Ul recipiency is afunction of expected unemployment duration, since workers who expect to be
unemployed for avery short period of time may not file for or recelve benefits (particularly in sateswith
awaiting week).° Thus, administrative delays or increases in waiting week requirements may reduce

the fraction of the unemployed who participate in the Ul program. Conventiona studies may overstate

°Some of the considerations suggest that workers havewithdrawn from thelabor forcefor atemporary
period of time: for example, aworker who failsto satisfy thejob search requirementsfor Ul benefitsmight
have done so. However, the rel ationship between satisfying Ul program requirements and unemployment
is imperfect. For example, Sates vary considerably in their requirements for continuing digibility, and
extended or EB programshave often set sandardsfor program digibility different from thosefor theregular

Ul sysem. Anderson (1997) providesacomprehengve review of issues surrounding continuing eigibility.

9n addition, Portugal and Addison (1990) find that the effect of the wage replacement rate on
duration may aso be overstated by failure to consider selection into the Ul program by unemployed

workerswho are digible for benefits.
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the average duration of unemployment by Ul recipients while undergtating it for nonrecipientsif the
dudiesfail to take into account the waiting week and other administrative delays associated with Ul

benefits collection (Portuga and Addison 1990).

The Ul benefits collection periods of some claimants stretch over a consderably longer
period of time than their average potentid duration. 1n these instances, the Ul spell may be a poor
proxy for the claimant’s unemployment spell. To address this problem, some researchers, using Ul
adminigtrative data, exclude claimants whose gaps between the dates of first and last payment are
congderably larger than the benefits collected divided by the WBA. In doing so, these researchers
attempt to exclude from the analys's clamants with interruptions in their unemployment spell (see, for
example, Grossman 1989; and Corson et a. 1986). However, concern about the appropriateness of
these types of sample exclusionsis warranted. The reason for the discrepancy between the number of
weeks between the first and last payment and the weeks of benefits collected at the full WBA oftenis
not clear; for example, the interruption in benefits collection may occur because of new short-term
employment, atemporary withdrawa from the labor force, or temporary Ul program disqudifications.
Another posshility isthat Ul benefits collection was not interrupted, but the claimant congstently
collected less than the full WBA each week because of earnings that reduced weekly benefits
payments.

Some researchers have used these types of restrictions on their sample in an attempt to

improve the correlation between the observed Ul spdll and the unobserved unemployment spell.
However, workers excluded because of one or more of these potential reasons may be

concentrated in afew industries or a specific part of the wage digtribution, so systematic differences

12



between the excluded and included groups may exist. These exclusonary regtrictions may therefore
bias inferences drawn about the nature of Ul (or unemployment) spells and the relationship between

spell length and explanatory variables, snce andysisis conducted only on the included group.

Overdl, however, many factors may mitigate the close statistica relationship between the
duration of an unemployment spell and the duration of the Ul spdl. Unfortunately, many of these
factors are hard to observe empiricaly. Some of the necessary data, such as on Ul disqudifications
or weekly payment amounts, may require complicated extractions from Ul administrative records.
Others--such as details aout unemployment status after an individua exhausted benefits-may in
principle be available from surveys of clamants (or unemployed individuas generaly). However,
collecting the details necessary may pose consderable logistica chdlenges because of the need for
information on weekly activities or because the respondents may have difficulty remembering

specific details.** Hence, dthough many researchers treat unemployment and Ul durations almost

“For example, surveysof Ul bendficiaries have difficulty identifying whether individuas have changed

labor force status one or more times between benefits exhaustion and being interviewed (see, for example,

Brewster et a. 1978; and Corson et a. 1977). Swaim and Podgursky (1992) and Addison and Portugal

(1992) discuss the empiricd difficulties associated with identifying the durations of unemployment spdls

(and whether these spells are right-censored) when one has data on |abor force satus at a point in time

rather than data on labor market status since the unemployment spdll began. Specificdly, they identify

trade-offs between including or excluding different categories of displaced workers from the andysis on

the basis of their labor force status at the time of the Digplaced Worker Survey, which occurred up to five

(continued...)
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interchangeably because of data limitations and because they are closdly related, thereis no

consensus about how close unemployment and Ul durations rlate to each other for individuas.

2. Changesin the Composition of Ul Claimants

Asdiscussed earlier, alarge body of literature on the factors influencing individua
unemployment durations exisgs. However, even if individuas have unemployment spells that are not
sengtive to the business cycle, aggregate data may reflect a change in the composition of the
unemployed over the business cycle. Changesin the characteristics of the population of the
unemployed (or Ul claimants) may limit the ability to draw inferences from aggregate dataon
individua behavior. Typicaly, andyss of changesin the compaosition of Ul claimants has focused
either on changes atributable to the business cycle or on secular changes that have occurred

independent of the business cycle. Each of theseisdiscussed in turn.

a. Business Cycle Changes

Although cyclica downturns are often defined by worsening labor market conditions, such
as increased unemployment through job loss, it is not clear theoreticaly whether business cycle
downturns will be associated with increased or decreased unemployment (or Ul) durations. On the
one hand, downturns may be associated with increased durations, snce workerswill have a more
difficult time finding employment as companies shed workers and deplete inventories. Any given
worker would be expected to have a harder time finding a new job during an economic downturn:

the frequency of job offersis expected to be lower during downturns, and the distribution of wages

11(_..continued)
years after the job separation of interest.
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offered to workers may be less favorable> Workers may take some time to adjust their
reservation wages, either because of imperfect information about how wages have changed or
because of inflexibility in the wages workers will accept (Hall 1995). However, this phenomenon
reflects not a change in the compostion of workers per se, but atemporarily decreased demand for

|abor.

The average duration of unemployment (and Ul) may change aso because of a changein
the composition of unemployed workers over the business cycle. Because the fraction of
unemployed workers who are on temporary layoff typicaly increases during downturns, and since
workers on temporary layoff tend to have shorter unemployment spells than workers who are
permanently separated from their employers, the average duration may decrease (Lilien 1982).2* As
the economy recovers, temporary workers are rehired and the pool of unemployed workers

congsts of alarger fraction of permanently separated workers.

2Two effects of afaster job arrival rate on time to reemployment exist: workers have more chances

to exit unemployment, but they may be more sdective in the jobs they choose. Severd researchers, such

as Burdett and Ondrich (1985), examined the shapes of wage offer distributions that would alow the net

effect of afagter job arriva rateto be ashorter timeto reemployment. Van den Berg (1994) furthered this

research and concluded that the range of wage offer digtributions that alows for an increased job offer

ariva rate to generate afaster exit from unemployment on net is quite broad.

3Firms may respond to abusiness downturn by increasing the length of their layoffs, so the net effect

may be smdler than if the composition were to change during a business boom.
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Both of these potentid effects-associated with changesin demand for specific workers
and changesin the composition of the unemployed--suggest that Ul (or unemployment) durations
may increase or decrease in response to economic downturns. The relationship between the

business cycle and durations must be determined empirically.

Empirical Findings from the 1970s and 1980s.

Using different data sets during the 1970s and early 1980s, researchers generdly have
found that higher unemployment rates are associated with longer unemployment durations, dthough
this has not uniformly been the case™* For example, Flinn and Heckman (1982) used a subset of
the Nationd Longitudind Survey of Y oung Men from 1969 to 1971 to find thet a higher (monthly)
national unemployment rate is associated with longer unemployment spdlls. Katz (1986) and
Dynarski and Sheffrin (1990) used PSID data from the early 1980s, and Solon (1985) used Ul

clamantsin Georgiafrom 1978 to 1979, to reach smilar conclusons.®®

Baker (1992) explicitly examines whether the change in duration over the busnesscycleis
attributable to an increase in the incidence of unemployment, a change in the composition of the
unemployed, or an increase in the unemployment durations within each category of workers. Using

a synthetic pand data set constructed from monthly data from the Current Population Survey (CPS)

“Rogers (1998) finds that the coefficients for national- and state-level unemployment rates have

different Sgns on the exit rate from unemployment. She does not explore this finding in detail.
K atz (1986) uses the average annua county unemployment rate, whereas Dynarski and Sheffrin
(1990) use the monthly nationd rate.
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outgoing rotation groups (1979 to 1988), Baker finds that both the duration of individua
unemployment spells and the incidence of unemployment increase during economic downturns.
However, the increase in duration of unemployment spells accounted for about 60 percent of the

increase in the unemployment rate.

Baker finds little evidence to support the hypothesis that changes in the compostion of
workers can explain aggregate changes in unemployment duration over the businesscycle. The
shares of the unemployed accounted for by most subgroups of workers did not change significantly
over the business cycle, except for prime-age maes and subgroups by reason of unemployment. 26
Thus, he finds that the change in the composition of the unemployed over the business cycle cannot
explain aggnificant portion of the change in the aggregate average duration of unemployment over

the 1980s.

The Recession in the Early 1990s.

A large body of literature has focused on how the most recent recession--officidly from
June 1990 to March 1991--differed from earlier recessonsin both its causes and its effects on
workers.t” The consensusisthat, in contrast to earlier recessions, this one was mild but the

subsequent recovery was extremely dow. For example, long-term unemployment pesked 15

®Baker considered subgroups by reason for unemployment, by region, by sex and race, by sex and
age, by sex and education, and by industry.
17See, for example, Blanchard (1993), Hall (1993), and Hansen and Prescott (1993) on the causes

and Boigoly and Duncan (1994), Gardner (1994), and Ilg (1994) on the effects on workers.
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months after the officia end of the 1990s recession, whereas it peaked about 6 months after the
ends of the recessions of the 1970s and 1980s (11g 1994). The time between the peaks in many
other labor market indicators (such as the number of involuntary part-time workers, the number of
discouraged workers, and the number of permanent job losers) and the officiad end of the most
recent recession was longer than the time between the peaks and the officia ends of earlier

recessions (Gardner 1994).

The composition of job losers aso differed during the most recent recesson: in terms of
both their industries and occupations and their likdihood of returning to their former employers.
Coming in part from industries and occupations (such as the professona and managerid
occupations) that have higtorically escaped the effects of economic downturns, the unemployed
during the recession of the early 1990s came from amuch broader spectrum of the [abor force than
the unemployed during the recessions of the mid-1970s and the early 1980s. They also were much
lesslikely to expect to return to their former employers. 86 percent of dl job losers were permanent

job losers, compared to 56 percent in earlier recessions (Gardner 1994).

Although the economy has been rdlatively strong for the past severd years, the unusua
shape of the recesson in the early 1990s may explain some of the current pattern of average
unemployment (or Ul) duration. Hal (1995) models how the effects of job displacement & the
beginning of arecesson will linger. Hefinds that these initid job losses can explain new job losses
that begin two years later, because experienced workers face greater probabilities of job loss

resulting from their lower tenure levels a their new workplaces.
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Although Hall does not examine this specificdly within the context of current and previous
recessions, an implication of hisresearch is that a higher rate of permanent job loss by senior
workerswill have aripple effect on subsequent unemployment.*® Following the recession of the
early 1990s, during which a greater fraction of the unemployed were permanently separated from
their former employers, job loss and average unemployment duration would be at higher rates than
what would typicaly be expected during the economic recovery. Nevertheless, the labor market
effects of the past recesson may be symptomatic of widespread changes in the labor market that

have been occurring in the past 20 years. These are discussed in the next section.

b. Secular Changesin Composition of Ul Claimants

Aswith the business cycle, secular changes in the compostion of clamants-which are
independent of the business cycle--may lead to changes in average Ul duration. Two important
recent secular changes are discussed: (1) the decline in the fraction of the unemployed who receive

Ul benefits, and (2) the change in the nature of employment relationships and job attachments.™®

The Ul recipiency rate (the fraction of the unemployed who receive Ul benefits) began a

gradud decline severa decades ago, then dropped dramaticdly in the early 1980s, and remains low

184l (1995) dso estimatesthefinancia consequence of ajob displacement, which resultsfrom fewer
hours worked and lower earnings levels. Hefindsthat the financial lossto aworker isabout 120 percent
of the worker’ sannud earnings, athough this estimate will vary depending on how job |osses attributable

to displacement are defined.
9AIthough these two phenomenamay be causaly related, research has not typicaly integrated them.
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(McMurrer and Chasanov 1995; and U.S. Department of Labor 1998). Depending on the measure
used, the long-term drop was between 40 and 60 percent of the rate in the late 1940s, so that
recipiency rates are now about 30 to 40 percent.*?! This decline hampersthe Ul system’s ahility
to provide atemporary source of income support to unemployed workers and to act as an

automatic stabilizer.?

At the same time, potential Ul duration and average unemployment duration have generdly
increased (McMurrer and Chasanov 1995; and Woodbury and Rubin 1997). No known research
has analyzed how the decline in Ul recipiency has affected average Ul durations. However, the
average duration would change in response to compogtiona changesin recipientsif different
recipient groups have different average duraions. For example, a shift of the unemployed from an
area of high recipiency rates and high average duration, such as the Northeast, to an area with lower

recipiency rates and lower average duration, such as the South or Southwest, would cause the

The recipiency rate tends to increase during recessions as the fraction of job losers among the

unemployed increases.

2\/roman (1998) points out that the ratio of insured unemployment to total unemployment increased

dightly since 1986, dthough it dtill remains low compared to historical rates.

??Researchers have used dightly different measuresfor Ul recipiency, such astheratio of theinsured

unemployment rate (IUR) to thetotal unemployment rate (TUR) or theratio of Ul clamantsto total number

of unemployed workers. As McMurrer and Chasanov (1995) point out, measures differ dightly in the

timing of how they are measured, but they are highly correlated. Andysisof their patterns over time leads

to the same conclusions.
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average Ul duration to decrease at the same time that the overal recipiency rate declines.
Alternatively, a decline in recipiency could be associated with an increase in average durations. For
example, if some workers are less likely than othersto collect Ul but more likdly to collect for a
longer period of time when they do collect, then recipiency rates could decline while average

duration increases if such workers make up a greeter fraction of the unemployed over time.

The Declinein the Ul Recipiency Rate.

Severd studies have tried to decompose the decline in Ul recipiency (particularly during
the 1980s) into different sources?® Changes in the labor market that have been considered as
potentiad sources for the change in Ul recipiency have been shifts from manufacturing to service
sector employment, the decline in the unionization rate, increased rates of female employmernt,
Increasing quasi-fixed costs of hiring new workers, and the increased use of part-time and contingent
workers. In addition to changesin the labor force, changesin the aggregate characteristics of Ul
program participants may have arisen because of expanded coverage of the Ul system and because
of changesin federd requirements and sate digibility rules (such asthe federd taxation of benefits
and the decline in the redl value of benefits), most notably during the 1980s, that reduce the

percentage of the unemployed who receive benefits.

ZBass and McMurrer (1997), Vroman (1991), and McMurrer and Chasanov (1995) also provide

athorough review of some of the studies discussed here.

21



Blank and Card (1991), for example, conducted a detailed analysis of why the Ul
recipiency rate declined during the early 1980s. Using Current Population Survey (CPS) data, they
find thet the decline in the recipiency rate cannot be atributed ether to changesin the digibility-
determining characteristics of unemployed workers or to changesin state Ul laws governing
digibility.?* Instead, they find that declining take-up rates among digible unemployed workersis
respongble for dmogt dl of the decline. Blank and Card estimate that about haf the decline in take-
up rates results from shiftsin the distribution of the unemployed across states (from the Northeest,
which higtoricaly has had high take-up rates, to the South, which has had lower take-up rates),
while the rest is attributable to changes in take-up rates within states. Lower unionization rates are

the predominant cause of lower within-state take-up rates.®

Research by Vroman (1991) further investigates the decline in Ul recipiency rates. Like
Blank and Card, he points out that the recipiency rate experienced a sharp decline in the early
1980s. However, Vroman notes that the main factors that Blank and Card attribute thisto did not

experience sharp changes during the same time period. The shift of the population toward the

2They esimate that tighter state digibility rules reduced benfit receipt dightly, but that changesin the

composition of workers increased digibility dightly. On net, these effects could not explain the sharp

decline in recipiency rates observed in the early 1980s.

ZOther characteristics associated with differencesin state take-up rates are higher wage replacement

rates, Ul disqudification rates, and Ul coverage rates. However, changes in these characteristics do not

explanthedeclineintake-up rates, Sncetherdative patterns across sates remained roughly constant over

time
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southern gtates, the decline in the manufacturing industry’ s share of employment, and the declinein
unionization rates have been occurring gradudly over time and were not isolated to the early

1980s.%

Vroman was unable to explore the effects of changesin state Ul program digibility rules,
but he points out that the timing of many of these changes coincides with the timing of the reduction
in recipiency rates. Using data from supplements to the CPSin 1989 and 1990, he found that the
most common reason that unemployed job losers did not apply for benefits was that they thought
they were not digible. Changesin Ul program rulesin the early 1980s and the gradud shift of the
unemployed to areas where less is known about the Ul program may have affected thisrate.
Conggtent with this supposition, Corson and Nicholson (1988) found that changesin Ul program
eigibility rules were responsible for 40 percent of the decline in recipiency rates from 1980 to

1982.7

The disparate research findings suggest that severd factors may be a work: the shift
toward states with low Ul take-up rates among the digible population, the declinesin unionization
and manufacturing, and changes in gate digibility rulesin the early 1980s. However, it is difficult to

quantify the share that each factor is respongble for.

%\/roman (1998) concludesthat shiftsin thelabor forceto geographic areaswith low recipiency rates
can explain part of the gradua declinein recipiency, but further research needs to be done to understand

why those areas have higoricaly had low recipiency rates.
2’Blank and Card (1991) attribute very little of the decline to these changes.
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In conclusion, dthough consensus does not exist among researchers, severd labor market
and Ul program factors can explain part of the decline in Ul recipiency rates over the past severd
decades. Thelabor market trends that may be responsible for some of this decline do not appesar to
be reverang. Changesin Ul program requirements may be used to reverse some portion of the
declinein recipiency rates, but researchers are not clear why recipiency rates vary dramaticaly
across sates. Understanding geographic differencesin recipiency rates is probably the most
important next step to addressing the declinein recipiency. Identifying the sources of changesin the
pool of unemployed workers who receive Ul benefits can help explain the patternsin average

benefit durations aswdll.

The Nature of Jobsand Job Separations.

Particularly during the 1990s, common public perceptions are that permanent job loss and
the percentage of dl jobs that are of “poor quality” have increased, while the prevaence of “lifetime
jobs’ has decreased. Some researchers focus on changes in the nature of job separations, such as
increased rates of permanent didocations or direct measures of time unemployed or of Ul benefits
collection (see, for example, Baumol and Wolff 1998; Butler and McDonad 1986; Farber 1998;
Kletzer 1998; Loungani and Trehan 1997; and Valletta 1996). Other researchers focus on changes
injobs, such as increases in nonstandard employment arrangements and declines in traditiona ones
(such as“lifetime’ jobs for workers with more than five years of tenure) (see, for example, Hal

1982; Levenson 1996; and Vroman 1998).
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The changing patterns of job loss and duration without work may be caused by
technologica change, increased variation in sectord shocks, changes in domestic demand, increased
international competition, or other reasons. Although researchers have not yet reached a consensus
about the sources of increased permanent didocation, a consensus is emerging that structura change
in the labor market is affecting the nature of both employment (by making it less secure) and
unemployment (by lengthening its duration). A greater number of permanent disocations would be
expected to affect measures of long-duration unemployment because of the lack of recdls and

workers potentid need to re-train.

Henry Farber has conducted a series of studies (1997a, 1997b, and 1998) that |ook at
long-term employment and job loss during the 1980s and the first half of the 1990s. He concludes
that the fraction of workers with long durations on their jobs fl substantidly after 1993, dthough
the ditribution of job durations remained relaively stable prior to then.?? Men, particularly the less
educated, were much less likdly to report having along-term job, whereas women were dightly
more likely. In addition, despite the sustained economic expansion, he finds that the overdl rate of

job loss increased during the 1990s; about 15 percent of workers were displaced during 1993,

2vdletta (1996) points out that average job duration is not the best measure of job security, since

workers may be less likely toinitiate job separationsin aclimate when employersaremorelikely toinitiate

permanent separations. Therefore, research should focus on whether the employer or employee initiates

the separation, and whether that separation is permanent or not. Specificdly, Vdlettafindsthat temporary

layoffs have become less common, and employers are increasingly likely to rely on permanent job

Separations.
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1994, and 1995. Thisincrease was larger among highly educated workers, particularly because the
position or shift was abolished, athough job loss was still more prevaent for lower-educated
workers (Farber 1997a; and Kletzer 1998). One mystery that arisesin Farber’ s research is that
didocated workers are consderably more likely to report during the 1990s that their didocation was
for “other” reasons besides plant closings, dack work, or abolished positions or shifts. Farber could
not explore the source for the increase in the prevaence of this “other” reason for didocation.
Neverthdess, the trend that a greater fraction of the unemployed are permanently separated from
their former employersis clearly an important potentid explanation for the observed increasein

average Ul durations.

In addition to potentialy increased rates of permanent job separation, employers seem to
be relying more on nonstandard employment relationships®® This pattern may likewise affect the Ul
system’ s ahility to provide adequate levels or durations of benefits. Both Levenson (1996) and
Vroman (1998) find that temporary employment has increased over the early 1990s (and earlier),
while part-time employment has not. Vroman andyzes the changes in use of severd types of
nongtandard employment relationships (both temporary and part-time work, as well as other types),
how growth in these types of relationships affects Ul recipiency rates, and how policymakers may
respond. By analyzing growth patterns, unemployment rates, and Ul recipiency rates for categories
of workers in these nonstandard arrangements, he concludes that the growth in these nonstandard

work arrangements cannot explain much of the declinein Ul recipiency ratesin the past severd

29A common potential explanation for this shift isthat firms are trying to avoid the quasi-fixed costs--

such as hedlth care benefits-associated with hiring new full-time permanent workers.
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decades.®*® Neverthdess, he points out ways that Ul program provisions may prevent some of these
workers from collecting benefits (even though they may meet monetary digibility sandards). For
example, he notes that the requirement that beneficiaries be available and willing to accept full-time
work limits the digibility of many part-time workers, who are interested only in obtaining new part-
timework. In addition, the disqudification of job leavers for the duration of their unemployment
spdl prohibits the collection of benefits by many workers with nonstandard work arrangements.
Changes in these provisions may increase Ul recipiency rates modestly. 3!

In conclusion, a consensus exigts that a greater fraction of the unemployed are permanently
separated from their former employers, dthough little consensus exists about the reasons for the shift
(Kletzer 1998). Asdiscussed earlier, permanent job loss has been found to be strongly associated
with increased Ul durations, but little research has focused on how the increased prevaence of
permanent job loss over time may affect aggregate levels of Ul participation or Ul durations and

how policymakers should respond. In addition, dthough the increase in some types of nonstandard

39The growth in part-time employment in the 1950s may explain part of the dedline during that time

period.

31Baumol and Wolff (1998) also discuss ways in which the Ul system may respond to theincreasein

unemployment durations as a result of technological change. They recommend that the Ul system be

expanded to 39 weeksinstead of the“regular” 26 weeks, that Ul replacement rates be increased, and that

the government concentrate efforts on retraining workers to address their lack of technologicd skills.

However, Baumol and Wolff do not conduct an andysisof the budgetary implications of these suggestions.
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employment arrangements may limit the ability of some workersto collect Ul benfits, research has

not focused on the impact of growth in nonstandard arrangements on Ul durations.

3. How the Long-term Unemployed Support Themselves

Because Ul benefits are provided as time-limited resources to individuas and their families
to tide them over while they look for work, benefit levels are set in most states to replace
aoproximatdy half the earnings of daimants while they were employed. Thislevd isdesigned to
balance the need to provide afinancia cushion to workers so they can find a job that matches their
skillswith the need to ensure that workers look for employment while collecting Ul benfits. If
nothing esein the household changes, a daimant’ s household income will be lower while collecting
Ul than while the claimant was working. However, a clamant may be digible for other types of
benefits (such as other government transfer programs), and other household members may work

and earn more in response to the claimant’ s unemployment.

A review of findings from prior research suggeststhat rates of receipt for means-tested
cash benefits (such as welfare), means-tested in-kind benefits (such as food slamps), retirement
benefits (such as socid security and private pensions), and other benefits (such as workers
compensation) are quite low, both before and during Ul receipt (Smith and Vavrichek 1990;
Corson and Dynarski 1990; Corson and Nicholson 1982; and Corson et a. 1999). In generd,
rates of receipt during unemployment increased dightly, but it is clear that these sources of income

areinaufficient to replace the income lost through unemployment.
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Severd studies found little evidence that Ul cdlamants, and specificaly exhaustees, were
able to increase other family income rapidly in response to unemployment. Earnings from spouses or
unmarried partners were an important source of earnings for recipients with aworking spouse or
unmarried partner, and poverty status was highly corrdated with the absence of a gpouse’ sincome
(Corson et d. 1999; and Smith and Vavrichek 1990).32% Thereis no evidence that their

employment rates or earnings increased after unemployment (Corson et a. 1999).

In summary, areview of other sudies suggests that Ul keeps a substantia portion of
families from experiencing poverty-level incomes during the period of benefit collection. Other
transfer payments and retirement benefits are not sufficient to keep families above the poverty leve.
The earnings of the spouse or unmarried partner were an important and sizable source of family
income, but this source was available to less than hdf of recipients. The studies found no evidence

of increased employment rates or earnings of the spouse/partner during the unemployment spell.

B. CONCLUSIONS
This literature review provides a context for the present sudy of why Ul durations since

the 1990-1992 recession are longer than is typical when unemployment rates are at the recently

32About three-fifths of claimantsin the EUC study reported being married or living together unmarried,

and about two-fifths reported that they had a spouse or unmarried partner who worked.

33The percentage of claimants during the EUC period whose household incomes were below the
poverty line increased from about 12 percent before unemployment to 45 percent during benefit collection

(Corson et al. 1999).
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observed low levels. In summary, the reviewed research suggests there are four mgor determinants
of Ul durations. (1) the business cycle, (2) Ul program laws, (3) clamant characterigtics, and (4)
characterigtics of jobs and job separation. Since the current study is concerned with whether
average Ul duration islonger than would be expected after controlling for the business cycle, there
are three remaining determinants of interest to thisstudy. Firg, the literature review suggests how
the characterigtics of the Ul program play a strong role in the duration on Ul. Cross-sectional
differencesin program characteristics, such as average potentia duration or the average WBA,
explain some of the cross-sectiond differencesin duration. Second, the characteritics of clamants
may differ from those of clamantsin the past such that duration on Ul islonger. For example,
average duration may increase if dlamants are more likely to be lower-educated or femde than in
the past. Third, the nature of jobs and job separation may have changed such that durationis
longer. If workers who are entering unemployment--and the Ul system--have lost their jobs for
different reasons than in the pagt, then Ul duration may increase. For example, if plant closings,
company mergers, and downsizing have become increasingly common, workers may spend more

time before becoming reemployed.

In dl the studies reviewed, even those going back to the 1970s, recall status has been a
key factor affecting the duration of Ul (or unemployment, more generdly). The literature finds that
rates of job attachment during the 1990-1992 recession were lower than during prior recessions,
this pattern may be continuing during the economic upturn. Research also suggests that increased
use of dternative work arrangements may be changing the face of the labor market. Claimant

characteristics and Ul program characteristics may aso be responsible for increased Ul durationsin
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the 1990s. However, the review of the literature suggests that these are less likely candidates for
explaining the observed pattern, since some of the largest Ul program changes occurred well before
the recession of the early 1990s, and relatively few changes have occurred since then. Recent
changes in clamant characterigtics al'so have been rdaively smdl, suggesting that these may explain

only asmdl portion of the increase in average Ul duraionsin the 1990s.

A review of the literature dso suggests that Ul benefits are an important component in
keeping clamants households above the poverty line, but they are often not large enough to do so
without earnings from other household members. Income from government transfers, retirement

benefits, and other household members earnings do not sgnificantly increase in response to the

unemployment spell.
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TIME SERIESANALYSISOF AVERAGE Ul DURATION

The average duration of Ul benefits has remained unusudly high long after the end of the
recession of the early 1990s, compared to what would be expected given historica patterns® In
this chapter, aggregate time series data (primarily from Ul adminigrative records and from the
Bureau of |abor gatistics) are used to quantify thislonger duration and to examine possible reasons
for the trend. The examination begins with alook at the data on the nationd level. It then shiftsto a
date-level andyss because of the additiona details about labor market conditions and about
possible changes in state Ul laws that these disaggregated data provide. The generd finding is that
both the national and the state data support the conclusion that average duration of Ul benefits
during the period 1993-1996 was about 1.1 to 1.4 weeks higher than what might have been
expected given the overdl leve of unemployment that prevailed and hitorical experience. Such an
Increase represented about a nine percent increase in average duration on anationd basis. It
gppears that thisincrease can be attributed neither to changes in the digtribution of Ul clamants
among the states nor to changes in the provisions of state Ul laws. More likely, the results suggest

that thisincrease was caused primarily by changes in the nature of the unemployment being

*Throughout this chapter, published figures on the average duration of unemployment benefits are

used. These figures are caculated by dividing weeks of Ul benefits paid during a period by Ul first

payments during that period. Thus the figures are not the averages of individua clamants experiences.

For annua data, this method of caculaion may be farly representative of what microdata would show.

With quarterly or monthly data, however, problems raised by differences in the timing of the weeks paid

and first payments series may be more severe.  Such timing issues are discussed later in this chapter.
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experienced by Ul recipients-especidly the fact that the typica unemployed person experienced a
longer duration of unemployment than had been true at Smilar stages of the busness cyclein the
past. It isaso shown that other major labor market trends, most notably the genera declinein
manufacturing employment and the related decline in the prevaence of short-term layoffs, may help

to explain increased average Ul durations.

. NATIONAL ANALYSISUSING ANNUAL DATA

Figure I1.1 reports nationa data on average Ul durations over the period 1978-1996,
which clearly shows that average durations seem to have been higher in the mid-1990s than during
other periods of economic recovery.®3¢ Whereas these durations had consistently been around 13
weeks during yearsin which the economy operated at high levels of activity, in the period 1993

1996 average durations were at least 14 weeks in every year, and sometimes higher.

This gpparent increase during the 1990s can be clarified further with smpleregresson andyss
to control for the tota unemployment rate (TUR) that prevailed at the time. Labeled “Modd 17 in
Figure 11.1, these results forecast vaues of the average Ul duration varigble. (The specific regression
equation underlying this forecast is reported in Table 11.1, Equation 1.) These forecast vaues again

clearly show the discrepancy of themid 1990s. whereas forecasts based on the TUR track average

%The datafor Figure I1.1 are shown in Appendix Table A.1.

%1t is possible to use a much longer time period for these nationa data, but this shorter period was

chosen 0 that the results would be directly comparable to the tate results, which are congtrained by the
absence of unemployment rate data prior to 1978. An andysis of longer time periods using the nationd
data suggests that the findings for the 1993-1996 period would be little changed if such a longer period
were used.
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Ul duration fairly well through 1990, actud duration consistently exceeds forecast duration after that
date. What is gtriking about the figure is the consstency of this discrepancy. Whereas prior to 1990
the forecast errors seem somewhat random (abeit with what gppear to be substantid runs of positive
and negative errors), the post-1990 forecast errors are consstently positive and dl of about the same

meagnitude. This difference of abit more than one week providesavisua hint that something may



FIGURE 1.1 ACTUAL AND PREDICTED AVERAGE Ul DURATIONS 1978-1996
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TABLEII.1

NATIONAL REGRESSIONS, 1978-1996°

Independent Variable Equationl  Equation2  Equation3  Equation4  Equation5 Equation 6

Total Unemployment 0.789*** 0.548*** 0.521** 0.175 0.720*** 0.562*

Rate, (0.121) (0.159) (0.258) (0.346) (0.176) (0.330)

Civilians 16 or Older

Dummy Variable, =1 for ~ 1.436*** 0.671 0.904** 0.663 1.200*** 0.889

Years (0.369) (0.500) (0.497) (0.507) (0.360) (0.560)

1993-1996

Duration of 0.170** 0.130

Unemployment, in (0.081) (0.091)

Weeks

Proportion of Total 170912 184.169 154.466

Employmentin (84.026) (81.343) (100.897)

Construction

Proportion of Total 12.958 6.615 13.508

Employment in (9.658) (11.442) (14.223)

Manufacturing

Proportion of Total 113.365 120.731 19977

Employment (12.843) (13.380) (15.917)

Who Are Females

Average Potential

Duration for 11,779 10.802

Regular (0.800) (0.887)

Unemployment

Benefits, in Weeks

Ratio of Average Ul 10.650 3.261

Benefit to (35.004) (33911

Average Weekly

Wage

Ratio of Insured 2075 1957

Unemployment (4.186) (4.533)

Rate to Total

Unemployment Rate

Constant 9.078*** 8.310*** 21.612*** 23.885%** 47.656*** 36.320*
(0.858) (0.863) (6.811) (6.740) (18.957) (20.586)
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Independent Variable Equationl  Equation2  Equation3  Equation4  Equation5 Equation 6
R-squared 0.743 0.801 0.815 0.829 0.820 0.877
Standard Error 0.622 0.566 0.498 0.479 0577 0.545

F 23.114*** 20.087*** 16.862*** 15.532*** 11.883*** 8.900* **
Durbin-Watson 1675 1690 2418 2.392 2.368 2583

#The dependent variable, average Ul duration, has amean of 14.72.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Gignificantly different from zero at the .01 level, two-tailed test.
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have changed a some point just after the recesson of the early 1990s (which officidly ended early in

1991).

To examine whether this 1+ week difference was robust to dternative forecasting methods, a large
number of nationd-level regressonson average Ul duration were run that sought to control for factorsthat
prior research had indicated might be important determinants of aggregate Ul durations. In addition to the
genera measure of labor market strength (the TUR), thesefactorswere grouped into two mgjor categories:
(1) variables that sought to characterize the unemployed population, and (2) variables that measure
characterigtics of the state and federd unemployment compensation system. In thefirst category, included
measures condsted of the industrid compaosition of employment (because, for example, the decline in
manufacturing employment may have reduced the incidence of short-term layoffs and increased average
Ul durations); the demographic composition of the unemployed (because increasing representation of
women among the unemployed may have increased Ul durations); and various measures of the duration
of unemployment itself (because of the close connection that prior research has established between Ul
duration and unemployment duration). For the possible influence of Ul policy, variables such as the
average potentia duration for which workers could collect Ul benefits (which prior research has shown
to increase actual Ul durations), the Ul wage-replacement ratio (which has also been shown to increase
Ul durations), and the ratio of the IUR to the TUR (a measure of the Ul recipiency rate for which there
were no strong prior beliefs about how the observed decline in this variable should have affected average

Ul durations) were used.
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Table 11.1 reports salected results.®” The anaysisfocused particularly on whether the equations could
explantherdatively highlevelsof average duration in the 1993-1996 period--that is, could other nationd -
level variables reduce the estimated extent to which Ul durations in the mid-1990s exceeded historical
levels? Two conclusions are readily apparent in these results. Firgt, the 1+ week discrepancy is robust
to incluson of variables representing characteristics of the Ul system (such as the wage replacement rate
or potentia duration) or variables representing the industria or demographic composition of the
employment (such as the percentage of employees in manufacturing and construction).®® Most of these
variablesaso had estimated effects on average duration that were not statistically sgnificant, in many cases
because the variables themse ves were highly corrdated, making the estimation of independent influences
very difficult with this sort of aggregated data.

The second mgor conclusion that can be drawn from the regresson equationsin Table 1.1 isthat one
nationd-leve variable--the measured average duration of unemployment--did have an important effect
on the estimates. Whenever this variable was included in the regressions, the 1993-1996 discrepancy
became satisticaly insignificant.®® In Figure 11.1, the line labeled “Modd 2’ uses both the TUR and

average unemployment duration to foreca